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ALGERIA: KEY ECONOMIC INDICATORS 
(Money values in millions of dollars except where noted) 


mT 


1980 1981 1982 Est. 


Gross Domestic Product (GDP) 38,000 42 ,000* 40,000* 
Real GDP (1974 Prices) 18,745 19,500 20,300 
Resident Population (Millions) 18.6 29.2 20.5 
GDP Per Capita (Dollars) 2,043 2,201 1,951 
GDP by Sector (% of Nominal GDP) 
Hydrocarbons 32 30 32 
Construction 12 15 14 
Manufacturing 11 13.5 12 
Agriculture 6.5 6.5 6.5 
Transport, Commerce, Services 22 23 23 
Private Consumption 16,000 20,000 20,000 
Fixed Investment 14,500 17,000 18,000 
Investment as % of GDP 38% 41% 45% 
Balance of Payments 
Exports (FOB) 10,500 14,000 12,900 
Exports to U.S. (FAS) 6,577 6,000 2,500 
Imports (CIF) 8,100 11,000 12,100 
Imports from U.S. (FAS) 542 717 909 
Services Payments (NET) -2,400 -2,800 -3,000 
Transfers (NET) 260 240 250 
Current Account 200 40 -2,500 
Capital Account 750 175 500 
Money and Quasi Money (% of GDP) 61% 60% 67% 
Disbursed External Debt (Year End) 15,500 17,500 15,500 
Foreign Exchange Reserves (Year End) 3,150 3,400 2,400 
Gold (Millions of ounces) 5.56 5.56 5.56 
Debt Service 2,820 3,000 3,500 
Debt Service (% of exports) 26% 25% 27% 
Government Accounts 
Capital Expenditures 4,500 5,700 6,750 
Current Expenditures 6,700 9,000 9,350 
Current Revenue 15,000 i7 , 500 18,000 
Crude Oil Production (1) 362 348 241 
Crude.Oil Price (2) 35.50 
Condensate (3) i3 
Condensate Price (4) 31 
Natural Gas Production (5) 15 20 
LNG Exports (6) ; 6.5 7 13 


LL eO~N 


NOTES: *Figures are not always consistent because of differing sources. Algerian 
data have been converted at 4 Dinars = $1 for 1979-81, but at 4.5 = $1 for 1982. 
GDP for 1982 would be $45 billion if converted at 4:1. (1) Millions of barrels: 
includes condensate until 1982. (2) Dollars per barrel. (3) Millions of metric 
tons. Condensate production is included in 1979-81 crude oil production figures. 
(4) Dollars per barrel. (5) Billions of cubic meters marketed. (Additional 

vast quantities are flared or reinjecte.) Domestic consumption increased to about 
6.5 billion cubic meters in 1982. (6) Billion cubic meters. 





SUMMARY AND INTRODUCTION 


The year 1982, the 20th year of Algerian independence, was a period 

of successful transition for the Algerian economy. Despite its 
dependence on uncertain demand for hydrocarbons in an international 
market, which has swung from a boom to doom mentality-over the last 

3 years, the economy performed well. The Gross Domestic Product 

(GDP) reportedly grew 7 percent to $40 billion! (at US$1 = 4.5 dinars) 
in nominal terms, and 4 percent in real terms. Few other economies 
in the world functioned as well, by their own standards, in 1982. 


The 3-year process of decentralizing and reorganizing government 
agencies, state-owned enterprises, and the socialist farm sector 

was well on its way to completion at yearend, but the new enterprises 
and institutions created in the name of efficiency and productivity 
have yet to prove themselves in practice. To that end, President 
Chadli Bendjedid convoked in December a meeting of central government 
leaders, provincial officials, and executives of the 181 national 
enterprises to review plans for production in 1983. This and previous 
lower level meetings stressed that improved management of the existing 
economic structure will be the main area of government interest in 
1983. , 


Although the effort to construct 450,000 housing units during 1980-84 
made progress in 1982, work remains behind schedule. A number of 
government-to-government agreements for construction of thousands of 
housing units, schools, hospitals, and other facilities were signed 

in 1982, mostly with Eastern and Western European governments. 
Government-to-government accords also were concluded for the con- 
struction of large segments of the new High Plateau railroad, by 

firms from India, China, and the Soviet Union, as part of a $10 billion 
railway expansion program. Air Algerie and CNAN, the national shipping 
line, also are moving forward swiftly with major expansion programs. 


As a result of drought, the 1982 grain harvest was about 1.5 million 
metric tons (MT), 25 percent less than in 1981. The authorities hope 
that institutional change, which stresses specialized production by 
smaller units in the public sector and also provides additional 
incentives for private sector production, will result in large 
increases in crop production in 1983. Heavy winter rains might provide 
the basis for an improved harvest in 1983, but the rapid increase 


lepP would be $45 billion if measured as US$1 = 4 dinars, which was 
the conversion rate used for previous years, including 1981. 





in population taken together with the track record of Algerian 
agriculture over the last decade implies that the long-term prospect 
is for continued large imports of food and food products, The 

value of food imports reached about $3 billion in 1982. 


An estimated 2.9 million persons in the population of 20.5 million 
were employed in nonagricultural jobs in 1982, and another 600,000 
in agricultural work. About 700,000 persons remained unemployed, 
divided about equally between the cities and the countryside. 
Effective January 1, 1983, 2.4 million workers received a yearend 
10 percent pay increase, 


Revenues from hydrocarbons exports dropped to $12.7 billion from 

$13.8 billion in 1981, largely as a result of reduced liftings of 
high-priced Algerian crude oil. Increased exports of condensate, 

gas, and refined products helped bridge the gap, and in fact for the 
first time exceeded the value of crude oil exports, as envisioned 

in policy decisions taken in 1980. Nonetheless, Algeria ran a payments 
deficit of $2.5 billion in 1982. 


U.S. exports to Algeria reached $909 million in 1982 as compared 

with $717 million in 1982. U.S. imports of crude oil and other 
hydrocarbons dropped to $2.4 billion in 1982 from $6 billion in 1981; 
total imports reached $2.5 billion. As a result, the U.S. trade deficit 
with Algeria was only $1.5 billion in 1982 as compared with $5.5 
-billion in 1981. 


CURRENT ECONOMIC SITUATION AND TRENDS 


It is an article of faith in the 1980-84 National Plan that, more than 
additional factories, Algeria needs efficient management of the existing 
industrial plant. Similarly, policymakers have stressed the need 

to increase agricultural productivity. They are therefore decentral- 
izing industry and altering the structure of the socialist farming 
sector in the hope that production by physically smaller units and 

the introduction of trained farm managers and technical experts in 

new “agriculture development sectors," will lead to an upturn in 
production. 


In keeping with the theme of better management, the Minister of 
Planning convoked the Planning Directors of each of the 31 provinces 
(wilayas) in November to review progress in 1982 and to make plans 

for 1983. The participants drew up a detailed and frank list of 
shortcomings, most of them stemming from failure by various government 
agencies or government-owned enterprises to coordinate their activities. 





The Minister of Planning said these problems stem mainly from the 
process of development itself and will be eliminated as management 
improves and development proceeds. Subsequently, in December the 
President convoked an unprecedented meeting of central government 

and FLN Party officials, provincial officials, and officials of 181 
national enterprises for a 3-day National Development Conference, to 
review 1982 operations in preparation for work in 1983. In opening 
this meeting, and in a speech to the National Assembly preceding it, 
the President stressed also the need to improve management of the 
nation's farms and factories. The meetings showed once again the 
ability and determination of the pragmatic Algerian leadership to 
drive the economy forward rapidly and to experiment with varying forms 
of organization to achieve that end. At yearend the Central Com- 
mittee of the ruling FLN Party adopted a series of resolutions calling 
for better management and improvements in the quality of life as 

keys to increased productivity in 1983. 


Overall, the 1980-84 Five-Year Plan calls for total spending of 

$104 billion to sustain annual growth and development at an annual 
rate of 8.2 percent. The main stress is on housing, agriculture, 

and transportation. The import program for 1982 called for imports 
to reach $14.66 billion, 18 percent higher than in 1981. Of this, 
$9.8 billion was to be spent for materials, equipment, and services, 
and $4.85 billion for consumer items. In reality, imports totaled 
only about $12.1 billion as a result of a mid-year decision to reduce 
imports of consumer goods, especially automobiles, 


The 1982 plan also stipulated that during the year Algeria would 

as a matter of policy seek to: (1) diversify the sources of its 
imports, (2) within the framework of "South-South Cooperation," in- 
crease its imports from Third World countries; and (3) double its 
imports from socialist countries. In addition, the plan stressed the 
Government's intention to import primarily under government-to- 
government agreements which provide government guarantees (of the 
performance of exporters and contractors) to both sides. 


Performance hewed closely to the plan. For example, in the wake of 
April visits to China and India by President Bendjedid, Algeria 
awarded major railway construction contracts to Chinese and Indian 
firms (see Transport). Similarly, contracts totaling several billions 
of dollars went to Western and Eastern European housing construction 
firms in 1982 under government-to-government contracts facilitated 

by government lines of credits and accompanied by exchanges of visits 
by high-ranking officials. 





In a move reflective of Algeria's more genuinely open, politically 
nonaligned position, President Bendjedid made a state visit to 

Belgium in December, the first official visit by an Algerian head of 
state to Western Europe since independence. Presumably, Belgium 

was selected as a starting point because it had encouraged Distrigaz 
of Belgium to sign a groundbreaking contract with Sonatrach, the 
national hydrocarbons monopoly, to purchase liquid natural gas (LNG) 
at a high f.0o.b. price. Belgium also accepted the Algerian contention 
that the price of LNG should be linked to the price of crude oil 

(see Hydrocarbons). 


It is increasingly evident that for most nations, and for industrial 
nations in particular, political accommodation, including exchanges 
of visits by high-ranking officials, is becoming the nearly indis- 
pensable condition for participation on a large scale in the Algerian 
market. A second major entry vehicle, often linked to and perhaps 
more important than the first, is the government-to-government 
agreement, supported if possible by government lines of credit.2 


Austrian officials, for example, are quick to admit that Austrian 
firms have prospered in Algeria since the Austrian Prime Minister 
adopted a pro-Palestinian posture in 1974. Belgium, too, has profited 
handsomely from its recent close ties with Algeria: in 1981 Algeria 
became Belgium's first-ranking trade partner in Africa, as Belgium 
emerged as Algeria's fourth largest supplier after France, West 
Germany and Italy (Spain is fifth and the United States is sixth). 


Probably the prime example of the commercial importance of political 
accommodation is France, which, in 1982, the 20th year of Algeria's 
independence from France, executed a diplomatic comeback and prepared 
the way for a commercial and economic renaissance, beginning with 

the signing of a LNG contract in February (see Hydrocarbons). French 
firms quickly thereafter won contracts to construct the Algiers 
subway system at a cost of $1 billion, and also a series of smaller 
projects with an aggregate value of an additional $1 billion. The 
French Foreign Minister visited Algiers several times in 1982, and 
other French ministers commuted regularly on the 2-hour flight from 
Paris to arrange a sweeping program of technical and economic coopera- 
tion, including the signing in June of a government-to-government 
accord under which French firms will build 60,000 housing units at 

a cost of $1.2 billion over a 3-year period. 


2These were stated as major goals in the 1982 import plan 
(see page 3). 





In addition, in November the French Minister of Agriculture announced 
plans to sign a long-term grain supply agreement with Algeria, whose 
imports of French wheat have increased markedly since 1980 and probably 
will total about 450,000 tons in 1982-83.3 Also, in November, the 
European Economic Community (EEC) signed a new protocol to a 1976 
financial and technical cooperation agreement. Under this accord, EEC 
members will participate in Algerian economic development in the form 
of loans by the European Investment Bank, grant aid from EEC budget 
resources, and provide “loans on special terms." 


Similarly, the Prime Minister of Greece during his June visit presided 
over the signing of a government-to-government agreement for Greek 
firms to build 10,000 housing units. In addition, Algeria imported 
125,000 tons of wheat from Greece under an official agreement. 


Nearly every government in Western Europe and Eastern Europe as well 
as Canada, India, China, and Brazil signed government-to-government 
agreements with Algeria in 1981-82 for construction of housing, 
schools, roads, railways, dams, and other major projects. Canada 
signed a long-term agreement to supply 500,000-800,000 tons of wheat 
annually, and Argentina has a 5-year agreement to supply 200,000 tons 
of wheat per year. 


In 1983, Algeria will carry forward its development plan for the High 
Plateau tableland, about 200 miles wide between the two chains of 

the Atlas mountains which cross Algeria approximately from east to 
west. The strategy calls for construction of a railway from Tebessa 
in the east to the Moroccan border in the west (see Transport), and 
the siting of new factories and new cities along this line. The 
objective, according to Ministry of Planning officials, is to create 
a "second Algeria" where the availability of jobs and the existence 
of urban amenities will discourage rural migration to the already 
overcrowded coastal cities. 


An illustration of the magnitude of the total development plan is the 
extensive rural electrification program under which 4,900 kilometers 
of new electric lines were installed at a cost of $225 million in 
1982; 6,500 kilometers are projected for 1983. By comparison it has 
been reported that only 10,000 kilometers of new lines were installed 
during 1962-78. The network reportedly covered 38 percent of the 
population in 1970, 50 percent in 1975, and 70 percent in 1982. The 
short-term goal is to extend service to 77 percent of the population 


3Imports in recent "market years" (August-July) were: 1980-81, 
177,000 MT; 1981-82, 462,000 MT. 





by 1984. This is a realistic goal and typifies the nature of Algerian 
Government planning in general. 


HYDROCARBONS 


Algerian leaders are acutely conscious of the fact that the country's 
future lies with its vast reserves of natural gas--fourth largest 

in the world--and have created a hydrocarbons industry in which gas 

and gas derivatives, especially condensate, outstripped crude oil 

as a source of export earnings in 1982. The natural market for Algerian 
gas is, of course, Western Europe, where the major non-NATO competitor 
is gas from the Soviet Union. The change in the pattern of exports 

from 1981 to 1982 is striking: 


(In Billions of Dollars) 


Volume Volume 
Product 1982 (Million MT) 1981 (Million MT) 


Crude oil 4 15 
Condensate 245 13 
Refined products 2.7 10 
Gas nae 13 Bcm* 
LPG od 5 


Total $12.7 


*Billion cubic meters 


Sonatrach officials take pride in the fact that when international 
demand for Algeria's high-quality, but also high-priced, crude oil 
dropped sharply in 1981-82, Sonatrach's emerging capacity to export 
condensate (which is not subject to OPEC price accords), gas and 
refined products gave Algeria a unique capability to tailor its product 
mix to changing international demand. At yearend 1982, according to 
Sonatrach officials, LNG export capacity reached 30 billion cubic 
meters per year as a result of the completion of LNG Plant II at 
Arzew, as contrasted with 15 billion cubic meters in January 1982. 
Condensate capacity reached 13 million MT. Production of crude oil 
probably averaged 650,000 barrels per day in 1982, in contrast to 
850,000 barrels per day in 1981 and 1 million barrels per day in 
1980. Domestic consumption is 125,000 barrels per day; exports 
probably averaged 525,000 barrels per day in 1982. 





Algeria's major LNG clients in 1982 were France, Spain, and the United 
States, in that order, who bought gas for use by industrial and domestic 
consumers. Algerian LNG shipments to the United Kingdom ceased in 

1981 when British Gas and Sonatrach failed to reach an agreement 

on a contract to replace the one which expired in 1979. Deliveries 

had continued throughout 1980 and the first 6 months of 1981. In 
January 1982, British Gas bought one shipload of Algerian LNG 

on the spot market at a price of $6.10 per MBTU. 


U.S. imports of hydrocarbons from Algeria, including condensate, 
refined products and LNG, dropped to $2.3 billion in 1982 from $6 
billion in 1981, representing the 75 percent reduction in liftings 
of crude oil by U.S. firms, previously the major buyers of Algerian 
crude (see "Implications for the United States" for details). 


Algeria is banking on reaching a price agreement with Italy in order 
to commence natural gas deliveries through the Trans-Med pipeline, 
completed at a cost of $3 billion ($2 billion for Italy, $1 billion 
for Algeria) in 1981. This contract could bring Algeria revenues 

of as much as $1.8 billion in 1983. An agreement with Italy would 
also open the door to possible sales of natural gas to Austria, 
Switzerland, and Yugoslavia via the Italian pipeline. Sonatrach offi- 
cials say they are already proceeding with plans to doubletrack the 
Algeria-Tunisia sector of the line to Italy. 


Sonatrach officials announced in October that the company's rapidly 
growing output of liquid petroleum gases (LPG), mainly butane and 
propane, will peak at 6 million MT per year in 1985 rather than at 

12 million MT as planned originally, presumably based on numerous 
forecasts of LPG surpluses on the world market over the next few years.. 
A new 5-million-ton LPG export facility is under construction at 
Bethioua. It is scheduled to go into operation in mid-1983, drawing 
on supplies from a new LPG extraction plant which will go on-stream 

at Hassi R'Mel in June 1983. Domestically, use of LPG--mostly for 
kitchen use--is increasing by about 15 percent a year, and in December 
1982 the Council of Ministers, after studying a report on use of 

LPG for vehicles in Europe, decided to promote the use of LPG for 
automobiles and trucks in Algeria. Given increased domestic demand, 
Sonatrach projects a gasoline shortage in Algeria by 1985. 


Sonatrach and its spinoff companies have announced tentative plans 

to build a new tire plant, a gasoline refinery, a domestic pipeline 
system to distribute gasoline, and a second pipeline to Italy in 
1983-84. Beginning with the 1985-89 5-year plan, Sonatrach envisions 
developing the many small natural gas fields in the In Salah region, 
to increase refining of ethylene and aromatics, and to expand 





petrochemical production, particularly plastics. Bechtel, Inc., 
which is constructing a condensate pipeline from Hassi R'Mel to 
Arzew, is studying a Sonatrach plan to construct an undersea pipeline 
to carry natural gas to Spain, at an estimated cost of $4 billion. 


HOUSING 


The 1980-84 Plan envisions the construction of 450,000 new housing 
units. The long-term objective is to produce 100,000 units per year 
by 1984. The target of 90,000 units was not reached in 1981,4 nor in 
1982 when only 55,000 out of 70,000 projected units were completed, 
in part because of persistent shortages of cement and other building 
materials. Five hospitals, 4,000 classrooms, and other facilities 
were also added during the year. Due to the shortages and on the 
basis of the experience in rebuilding earthquake devastated El- 
Asnam, the Government has launched what is probably the world's 
largest program of prefabricated construction. The 1982 budget for 
conventional housing was $2.2 billion;> the budget for prefabricated 
units, nearly all of which are being erected by foreign firms, was 
$1.55 billion. The enormity of this program for Algeria can be seen 
in the fact that the allocation for prefabricated housing represented 
ll percent of total imports projected for 1982. Most of the housing 
contracts, as well as other construction contracts signed in 1982, 
were under some form of government-to-government agreement which 
guarantees the financial performance of the builders and provides 

for concessionary financing. (Algerian authorities take the position 
that the Government of Algeria backs with full faith and credit the 
financial behavior of any Algerian state-owned enterprise in its 
dealings with foreign firms and that foreign governments should 
therefore as a matter of reciprocity provide similar guarantees for 
national firms, public or private, which deal with Algerian enterprises.) 


4npout 20,000 of 90,000 planned units were completed in 1981. 
In addition 20,000 prefabricated units were completed under a 
separate El-Asnam earthquake rehabilitation program. These are 
nonetheless impressive statistics when viewed in the light of an offi- 
cial report that only 153,000 housing units were completed in 1967-78. 
“The Government also urges individuals to build homes privately, 
and in some wilayas local programs allot building plots to families 
and aiso sometimes provide building materials at low prices. It has 
been reported that more than 100,000 building permits were issued 
in 1981-82 for construction of homes by private individuals. 





In March 1982, the Office Nationale de la Promotion de la Construction 
en Prefabrique was created to preside over the massive program of 
prefabricated construction, particularly of housing but also of 
schools and hospitals. The organization worked swiftly and easily with 
foreign contractors and by yearend had signed contracts for probably 
the entire $1.55 billion allocated for prefabricated construction 

in 1982. Western European firms--led by those from Spain, France, 
Italy, Britain, Belgium, and Denmark--have won a major share of the 
contracts, reportedly on the basis of export credits and 7-year loans, 
mostly at slightly less than 11 percent. In addition, Brazil; which 
is increasingly active and successful in all sectors of the Algerian 
market, signed an agreement for construction of 100,000 units over a 
5-year period, and Yugoslavia, Rumania, Hungary, and East Germany 
also have signed major housing construction agreements. Housing 
programs and the domestic industries which support them will be 

given special priorities in 1983-84. 


The program is nationwide and seeks among other things ‘to improve 
living conditions in small towns and rural areas in order to reduce 
the incentive to migrate to major urban areas. In some instances, 
entire rural "socialist villages" are being built, often to house 
workers from state farms or state-owned enterprises. According to 
press reports, 132 of the villages were completed in 1971-82, but 
224 more are currently under construction. 


TRANSPORT 


Plans are already far advanced for Air Algerie to purchase in 1983 

five jet aircraft, two of them wide-bodied and five more new generation 
aircraft in 1984-85. It is estimated that Air Algerie will purchase 

25 additional new generation aircraft by the year 2000. The airline 
has discussed opening routes to the United States and Japan and 
expanding its services in Africa and the Middle East. Plans also 

call for construction of a new aircraft maintenance facility and 

a new international terminal at the Algiers airport. 


SNTF, the national railway company, will purchase 140 switching 
and long-haul locomotives and a new signalling system in 1983, as 
part of its massive expansion and upgrading program. 


Railway authorities are projecting expenditures of more than $10 
billion for new construction and equipment in the 1980's. Indian, 
Russian,. and Chinese enterprises have already won contracts to build 
major portions of the new High Plateau Railway. Algerian Government 
agencies will construct the first part of the route--between Ain- 
Touta and M'Sila--using as labor youth performing national service 





duty .® Austrian firms, too, won important contracts in 1982, mainly 
to upgrade a 40-kilometer section track east of Algiers and to supply 
equipment under a government-to-government line of credit of $1.7 
billion signed in July 1981. French firms are said to be the leading 
contenders to build new lines in the east, from Jijel to Ramdane 
Djamal and from Tebessa to Ain M'Lila. U.S. firms as well as a number 
of European companies are studying the railway's plan to construct a 
$1 billion maintenance center at Bouria, southeast of Algiers. 


The National Shipping Company, too, continued its major expansion 
program in 1982, increasing its fleet of 69 ships by 4 tankers 

and 13 dry cargo ships at an estimated cost of $860 million in 
1983-84. At yearend the company restored the twice-weekly Oran-to- 
Alicante, Spain ferry service which had been suspended in April 1981. 


Domestic transport and retail distribution systems, however, remain 
inadequate to meet the needs of a rapidly growing population. For 
example, it has been reported that 20 to 25 percent of the nation's 
trucks are out of commission at any given time due to lack of spare 
parts and maintenance facilities. The result is that food, which 
in the best of times is in short supply, sometimes rots on farms or 
in transit. Government agencies, conscious of these shortcomings, 
are expanding the network of publicly owned retail outlets--Souks 
El Fellah and Société Nationale des Nouvelles Galleries Algériennes 
(SNNGA). A total of 316 such very large units opened their doors 
in 1982, at the same time creating several thousand new service 


sector jobs; 63 were opened in 1981.7 


To improve transport capabilities, the Government announced in 
November its award to Canadian firms of a contract, with a Canadian 
Government credit, to build 32 truck and bus maintenance centers at 

a cost of about $200 million. Also, in an effort to assist, among 
others, private transport firms to obtain spare parts, the Government 
in 1982 authorized individuals to place c.o.d. orders valued at 

not more than $250 per order directly with firms in 11 European 
countries with which Algeria has c.o.d. postal agreements. Algerian 
recipients must still pay customs duties, but import fees are 
collected at the Post Offices and packages are not delayed at 


6president Bendjedid launched this project in a formal ceremony 
on June 22, 1982. 

However, the nation's network of 100,000 small privately owned 
retail food stores distributed about 75 percent of fruits and vege- 
tables to consumers. 





the Customs Office. Reflecting this change, European spare parts 
distributors now regularly advertise their products in Government- 
owned El Moudjahid. 


OTHER INDUSTRIES 


In a major step in the effort to improve management, Algerian officials 
pressed forward vigorously in 1982 with plans to decentralize and 
reorganize industry. The intent of the government stress on improving 
management in 1983 will be to bring underutilized capacity into 
production. It has been reported that some factories produce at 

only 30 to 35 percent of capacity, in part because of rampant 
absenteeism. 


The assignment of specific production responsibilities to reorganized 
entreprises has proved much easier than has the administrative and 
financial realignment of the firms. For example, in 1981-82 seven 

new autonomous enterprises were spun off from Sonatrach and five 

more new companies were to assume their tasks in January 1983, but a 
decision still has not been reached on how the new firms will coordinate 
their activities. Although Sonatrach's direct revenues will decline 

as many of its prior operating divisions begin to retain revenues 

which previously went to the parent company, no way has yet been found 
to apportion to the new firms a share of Sonatrach's outstanding debt. 


In addition to specialized production, distribution functions are 
being split off from the huge state-owned enterprises in the belief 
that both production and distribution systems will be subsequently 
improved. Planners hope the decentralization process, which also 
includes transferring many economic development responsibilities to 
the provinces from central ministries,8 will be completed by yearend 
1983. 


As new autonomous companies are formed, prices of their products 
are being increased to reflect actual costs of production so that 
the new firms will be able to take profitability as a barometer of 
efficiency. In the past, many product prices remained constant 
for years despite increases in costs of raw materials, parts, and 
equipment, with corporate deficits then funded from the central 
treasury. Inflation probably ran at about 15 percent in 1982, as 
it did in 1981, reflecting these price increases as well as increased 
prices for fruits and vegetables which have increased markedly in 
price--and abundance--since the Government authorized free market 
sales early in 1981. 


8As an example of the practical aspects of decentralization, 
since early 1982 the wilayas have been authorized to issue interna- 
tional tenders, mainly for construction projects. . 





Steel production, which remains a weak sector, nonetheless crossed 
the $1 million ton mark for the first time in 1982 and is programmed 
at 1.8 million tons in 1983. Production of electrical appliances, 
textiles, building materials, and processed foods such as flour 

and semolina for couscous probably increased about 15 percent. 
Construction reportedly increased 20 percent. Much of the growth, 
particularly in transport and construction, came about as a result of 
government encouragement for private sector expansion in 1982. 


A number of factories, led by SONITEX, the national textile company, 
in 1982 adopted experimental profit sharing programs as a spur to 
production, a weapon clearly unavailable to those plants which run 
chronic operating deficits. 


In 1983 the Government will call for bids to construct a new steel 
mill at Jijel. Plans are also going forward for establishing an 
automobile assembly plant. 


FOOD AND POPULATION 


Algeria's population, 20.5 million at yearend 1982, is projected 

to reach 27 million in 1990 and 36 million by 2000. Algeria has 

a “birth spacing" (i.e., “family planning") program, and contraceptives 
are available in government clinics,? but there are no outreach 
programs, and health officials say that only the relatively few 

persons with university educations practice family planning to any 
degree. As a result, the average Algerian family in 1982 had nine 
living children, often housed in three or fewer rooms; the population 
is increasing at the rate of 3.2 percent each year, Life expectancy 
has also increased, to 57 years in 1982 from 47 years in 1967. 


Algeria's total grain and food imports probably reached $3 billion 

in 1982. Heavier than normal rainfall in the period September- 
December 1982 could provide the basis for improved harvests in 1983, 
but given the performance of Algérian agriculture over the last 
decade and the fact that Algeria has only about 1 acre of useable 
land per person at the existing level of population, there is little 
hope that cereal production will increase by more than 2 to 3 percent 
per year at best in the next 5-10 years. Production of meat, 
vegetables and fruit, and milk and other dairy products will probably 
not be able to keep pace with increasing demand, especially as living 
standards continue to improve. Therefore, the long-term prospect 

is for continued large imports of a broad range of food. 


9There are 150 clinics in Algiers, which havea population of 
more than 2 million persons. 





In 1980 and 1981, which were reasonably good crop years, Algerian 
agriculture produced about 2.2 million MT of cereals, while the 
population consumed about 5 million MT of cereals, flour, and 
semolina, The shortfall was made up by imports, largely from the 
United States, Canada, France, Argentina, and Greece. Drought in 
1981-82 reduced the Algerian cereals harvest to 1.5 million tons. 

It also nearly wiped out the potato crop, with the result that in 
November-December Algeria imported 300,000 tons of potatoes; potato 
imports are customarily in the range of 50,000-80,000 tons. Algeria 
also imported vast quantities of meat in 1982 from Spain, Argentina, 
Uruguay, Australia, New Zealand, Canada, and Western Europe. 


In addition, in 1982 Algeria again imported $450 million worth of 
cheese, butter, and powdered and condensed milk, mainly from Canada 
and Western Europe. Algeria imported 400 million eggs valued at 
nearly $50 million in 1982. Algerian poultry officials state, 
however, that poultry projects currently under way will result in 
production of an additional 1.5 billion eggs per year in 1984, making 
Algeria self-sufficient. 


The authorities do not seek to conceal their concern about the level 
of agricultural production. Indeed, at yearend the Central Committee 
of the FLN adopted a resolution strongly critical of overall manage- 
ment of the farm rural sector and called for improved performance 

in 1983. Credits allocated for agricultural development have been 
greatly increased under the 1980-84 plan, and a new Agricultural Bank 
was created in 1982 with a mandate to speed up rural development. 

The nation's state farms and cooperatives have been reorganized into 
new units which are smaller in size and more specialized in production. 


In 1962, only 300,000 persons of a population of 10 million Algerians 
worked at nonagricultural jobs. Of these, only a handful were skilled 
industrial workers and 100,000 worked at nonskilled jobs in small 
French-owned factories. The others worked in the commercial or 
service sectors. Ninety percent of the population was illiterate; 
about 2,000 Algerians held professional degrees. 


In 1982, of 20 million Algerians, 5 million. were in schools of various 
types (at least 90 percent of the children receive the minimum of 

6 years of schooling). Thirty percent of government expenditures 
went for education. Fifty percent of the populationl0 lived in towns 
or cities, and 2.9 million persons worked at nonagricultural jobs. 


10xccording to the Ministry of Planning, 67 percent of the pop- 
ulation live on 3.4 percent of Algeria's total land surface, while 
8 percent live on the 89 percent which constitutes Saharan areas. 





Nonetheless, unemployment of at least 700,000, about equally divided 
between the cities and the farms, as well as considerable under- 
employment, is a matter of concern, although family structure and 
government benefits render unemployment mainly a social rather than 

an economic-political issue. Algeria needs to create a minimum of 
200,000 jobs each year in order to absorb youngsters leaving school 
and avoid an increase in existing levels of unemployment. It has been 
officially reported that 156,000 jobs were created in 1982 and that 
160,000 will be created in 1983, but this presumably refers only to the 
public sector. The private sector provides one-third of the jobs 

in Algeria, and it appears that the urgent need to create more jobs 
was a major factor in the Government's 1981 decision to encourage 
expansion of the private sector. 


The Council of Ministers voted a 10 percent pay raise in December 

to the approximately 2,400,000 salaried workers in the lowest five 
pay grades (earning between $250 and $500 a month) who make up 

80 percent of the salaried work force. The move will add nearly 

$1 billion to the 1983 budget. Taken together with a prior decision 
to increase funding for subsidizing basic food items, such as bread, 
flour, cooking oil, and sugar, the pay increase should help Algerians 
hold their own in the face of rapidly rising food prices. These 

are neither subsidized nor fully controlled by the state; the 
authorities announced that wage policy follows national production 
levels and that improved production in 1983 will bring future wage 
increases, 


FINANCE 


Algeria ended 1982 with its customary budget surplus, and officials 
complained again in yearend statements about the inability of 
provincial central government agencies to absorb funds allocated to 
them for economic development projects. They also noted that in 
1983, as in 1981-82, Algeria probably will not seek project loans 
from foreign banks because policy emphasis will be placed on (1) 
management of existing plants rather than on new investment and 

(2) access to supplier credits when financing is required. 


Algeria's Finance Law for 1983 projects a balanced budget of 98.67 
billion dinars ($21.93 billion) as compared with 84.8 billion dinars 
in 1982. Petroleum-based revenues are to, provide 59.47 billion dinars 
($13.2 billion) in 1983; this would be 60.3 percent of total revenues 
as contrasted with 62.6 percent in 1982 and 65.6 percent in 1981. 
Government policy seeks to strengthen other sectors of the economy, 

to provide adequate balance against the day when the nation's 
hydrocarbons resources will have been depleted. The remainder of 





1983 revenues will come from a variety of direct taxes, duties, and 
excise taxes. A total of 50.42 billion dinars ($11.2 billion) will 
go for current expenditures in 1983, with education taking 12.48 
billion dinars or 24.8 percent. This is a 19.6 percent increase 

over the 1982 total. The capital budget totals 48.25 billion 

dinars ($10.72 billion), as compared with 42.6 billion dinars in 1982. 


Algeria paid $2.5 billion on external debt in 1981 and $3.5 billion 

in 1982, all without recourse to additional foreign bank borrowing. 
However, Sonatrach did draw down in April the $500 million credit 
extended by a consortium of banks in 1979, but unused since then, 
Access to supplier credits and subsidized exports, mainly from 
Western Europe, Japan, Canada, and the World Bank helped bridge 

the gap. At yearend 1982, Algeria's foreign exchange reserves probably 
had dropped to $2.4 billion from $3.7 billion in 1981. In addition, 
the nation holds 5.58 million ounces of gold. 


The National Assembly in August passed into law a new private 
investment codell adopted by the Council of Ministers in March, and 
in September the Government established a National Private Investment 
Office whose function is to assist and encourage investors, foreign 
as well as domestic, in numerous fields, among them transport, 
maintenance and repair, and tourism. However, foreign investors 

will be permitted to invest only in joint ventures with state-owned 
enterprises. 


In April, the National Bank of Algeria withdrew the 500 dinar note 
($111) from circulation. Some European banks had trafficked in 
dinars smuggled out of Algeria illegally by Algerians in search of 
negotiable currency. The dinars were sold by the banks to tourists 
en route to Algeria at the rate of 14 dinars for US$1.00, as con- 
trasted with the official rate of 4.5 dinars to US$1.00. The 3-day 
redemption period ended at sundown Easter Monday, with many European 
banks closed for the holiday and bank officials still unaware the 
500 dinar notes were no longer valid. 


Holders of the notes could receive 15 100-dinar notes for 3 500- 
dinar notes but were required to deposit anything exceeding 1,500 
dinars. This drew hundreds of millions of dinars out of hiding and 
into the banking system. 


linaw No. 82-13, August 28, 1982. 





Implications for the United States 


In December 1982, Secretary of Commerce Malcolm Baldrige led to 
Algeria a Trade and Investment Mission whose members included Export- 
Import Bank President William Draper III, Overseas Private Investment 
President Craig Nalen, then-Under Secretary of Agriculture Seeley 
Lodwick, and ranking officers of 34 major U.S. companies. The mission 
had 2 days of successful consultations with Algerian Government offi- 
cials and executives of state-owned enterprises. During the mission, 
which was the first visit to Algeria by a U.S. Cabinet member since 
1974, the Algerian officials stressed their eagerness to diversify 
sources of supply and to broaden and deepen their range of imports 
from the United States. 


In 1982, U.S. exports to Algeria reached $909 million, about 8 percent 
of total imports of about $12 billion, as compared with $717 million in 
1981. Purchases of hydrocarbons by U.S. firms fell to $2.4 billion in 
1982 from $6 billion in 1981 because U.S. firms curtailed liftings of 
high-priced Algerian crude oil. As a result, the United States, which 
in 1981 took 43 percent of Algeria's hydrocarbons exports and was 
Algeria's first-ranking trading partner, took only 19 percent of hydro- 
carbons exports in 1982 and ranked third as a trading partner, behind 
France and West Germany. Total U.S. imports from Algeria reached 

$2.5 billion. Given the increase in exports to Algeria and the decrease 
in imports from Algeria, the U.S. merchandise trade deficit with Algeria 
dropped to $1.5 billion in 1982 from $5.5 billion in 1981. The details 
of U.S. hydrocarbons imports from Algeria in 1981-82 follow: 


1982 
Jan-Oct 1982 Estimated 
Value 
(mil. bbls (mil. bbls 
except except ($ 
Product Millions) LNG) Millions) LNG) Millions) 


Crude Oil. $4,739.44 96.5 856.10 24.4 900 
ts. «6 @ 1.9 bem 180.34 33.2 bceft 215 
Fuel Oil .. 19.0 730.33 24.4 925 
Naphtha. .. io 65.34 3.95 80 
Condensate . 9 182.22 5.98 265 

- 16 12.89 «61 15 


Totals. - $5,999.47 $2,027.22 $2,400 


Source: U.S. Customs (F.A.S.) data. 


12France reportedly ran an unchracteristic trade deficit of 
$1.71 billion (12 billion francs at 7 FF equal $1 on total two- 
way trade of $5.57 billion (39 billion francs). 





U.S. agricultural exports, which in 1981 accounted for 35 percent 

of total U.S. exports to Algeria, fell to $205 million in the October 
1, 1981-September 30, 1982 "export year” from $265 million in the 
period October 1, 1980-September 30, 1981. The decline reflected 
mainly Algeria's return in 1982 to Argentina as a traditional supplier 
of sunflower oil; Algeria purchased U.S. sunflower oil totaling 

$50.2 million in 1981 when the USSR purchased nearly 100 percent 

of Argentina's output, but only $3.24 million in 1982. The emergence 
of Turkey as a major supplier of beans and lentils to Algeria in 

1982 reduced customarily high levels of imports of these products from 
U.S. growers. Algeria's imports of U.S. agricultural products by 
category in 1981-82 were: 


Oct. 1 - Sept. 30 Oct. 1 - Sept. 30 
1980/81 1981/82 
($ Millions) ($ Millions) 


Volume Volume 
(M/T) (M/T) 
Value (Thousand) Value (Thousand) 


ee eee 92.23 443.3 100.77 563.7 
ee er 41.97 aise 47.72 384.3 
Great Northern Beans 16.24 20.8 8.46 12.1 
SS ae 24.51 31.6 9.55 17.9 
Sunflower Seed Oil. 50.23 80.3 3.24 Sia 
Tobacco Products. . 6.66 1.4 8.70 1.8 
es sc we Se 22.84 46.2 15.66 

a 10.32 11.90 


DOCRE. 2 « % $265.00 $205.00 


The overall export picture was helped by Lockheed Corporation's 

sale of six C-130 "Hercules" transport aircraft to the Algerian Air 
Force in December 1981. In December 1982, Lockheed announced to the 
press the delivery of four additional C-130's to the Algerian Air 
Force and the sale of four more for delivery in 1983. Other principal 
exports to Algeria were mechanical handling machinery, iron and steel 
products, construction, mining and earthmoying machinery, oil field 
equipment, motor vehicles, electric power machinery, aircraft, 
computers, and data processing equipment. 





American firms also have contracts for the construction and main- 
tenance of LNG plants, pipelines, electronic plants, compressor 
factories, irrigation and water treatment projects and hydrocarbons 
exploration. A few small consulting contracts are also being 
carried out. 


During 1982, the Algerian Government took three important steps of 
particular interest to foreign firms seeking to enter the Algerian 
market. First, as noted in the foregoing, the National Assembly 
endorsed a new investment code which encourages foreign firms to enter 
into minority partnerships with state-owned corporations. Among other 
things, this law provides for tax exemptions and credits and for 
repatriation of profits. Second, the Ministry of Commerce published 

a new interpretation of the troublesome "Anti-Intermediary Law" 
(Foreign Trade Act 78-02) to provide greater flexibility for distributors 
and trading companies to do business in Algeria. Third, the National 
Assembly approved a new purchasing code which simplifies to some degree 
the cumbersome purchasing system. 


Algeria's aggressive development plan, its high rate of investment, 
and its prospects for maintaining high foreign exchange earnings 
offer excellent business prospects for U.S. exporters of capital 
equipment, consumer products, foodstuffs and other agricultural 
products as well as for contracting and technical consultants. The 
hydrocarbon industry is only one of many attractive sectors in which 
there is high Algerian regard for U.S. technology. As noted, new 


industrial construction has been deemphasized in the 1980-84 plan, 
but massive investment in social and economic infrastructure, trans- 
portation, water resources, housing and agriculture offer important 
new opportunities to U.S. manufacturers and contractors. U.S. 
contractors should be aware that their clients' budgets are often 
subject to constraints imposed by the Ministry of Finance and that 
payments are sometimes delayed. 


One major hurdle that U.S. exporters face in Algeria is the Govern- 
ment's preference for foreign government-subsidized supplier credits 
for major purchases. Although price and technology considerations 
remain important, financing is an increasingly compelling determinant 
in the award of contracts, many of which are signed on the basis of 
subsidized export credits supplied by foreign competitors. For more 
than 3 years, Algeria has had a policy of avoiding the commercial 
credit market. Its good record of payments continues to make Algeria 
a prime candidate for loans that most foreign banks are eager to 
provide. 





U.S. firms should also bear in mind that despite the Government's 
increasing encouragement of private sector firms, the Algerian economy 
remains essentially state controlled and that, with the exception 

of the recent authority granted for direct imports of small lots of 
spare parts, all foreign trade is transacted by government ministries 
or by state-owned companies, The use of agents is still prohibited 
by law, and suppliers are required to sign an affidavit certifying 
that they have not used agents. The objectives of these regulations 
are similar to those of the U.S. Anti-Corrupt Practices Act. U.S. 
companies doing business in Algeria must scrupulously observe 
Algerian tax, customs, currency control, and other regulations. The 
Algerian market has many unique features, and representatives of 

U.S. firms new to the market should seek guidance at the Departments 
of State, Commerce, and Agriculture before going to Algeria. After 
arrival they should call at the Embassy in Algiers or the Consulate 
in Oran to discuss the pitfalls as well as opportunities of doing 
business in Algeria. 
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